§1.661(a)-2

decedents’ estates and their bene-
ficiaries, and to trusts and their bene-
ficiaries other than trusts subject to
the provisions of subpart B of such part
I (relating to trusts which distribute
current income only, or ‘‘simple”
trusts). A trust which is required to
distribute amounts other than income
during the taxable year may be subject
to subpart B, and not subpart C, in the
absence of an actual distribution of
amounts other than income during the
taxable year. See §§1.651(a)-1 and
1.651(a)-3. A trust to which subpart C is
applicable is referred to as a ‘‘com-
plex” trust in this part. Section 661 has
no application to amounts excluded
under section 663(a).

§1.661(a)-2 Deduction
tions to beneficiaries.

(a) In computing the taxable income
of an estate or trust there is allowed
under section 661(a) as a deduction for
distributions to beneficiaries the sum
of:

(1) The amount of income for the tax-
able year which is required to be dis-
tributed currently, and

(2) Any other amounts properly paid
or credited or required to be distrib-
uted for such taxable year.

However, the total amount deductible
under section 661(a) cannot exceed the
distributable net income as computed
under section 643(a) and as modified by
section 661(c). See §1.661(c)-1.

(b) The term income required to be dis-
tributed currently includes any amount
required to be distributed which may
be paid out of income or corpus (such
as an annuity), to the extent it is paid
out of income for the taxable year. See
§1.651(a)-2 which sets forth additional
rules which are applicable in deter-
mining whether income of an estate or
trust is required to be distributed cur-
rently.

(c) The term any other amounts prop-
erly paid, credited, or required to be dis-
tributed includes all amounts properly
paid, credited, or required to be distrib-
uted by an estate or trust during the
taxable year other than income re-
quired to be distributed -currently.
Thus, the term includes the payment of
an annuity to the extent it is not paid
out of income for the taxable year, and
a distribution of property in kind (see

for distribu-
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paragraph (f) of this section). However,
see section 663(a) and regulations
thereunder for distributions which are
not included. Where the income of an
estate or trust may be accumulated or
distributed in the discretion of the fi-
duciary, or where the fiduciary has a
power to distribute corpus to a bene-
ficiary, any such discretionary dis-
tribution would qualify under section
661(a)(2). The term also includes an
amount applied or distributed for the
support of a dependent of a grantor or
of a trustee or cotrustee under the cir-
cumstances described in section 677(b)
or section 678(c) out of corpus or out of
other than income for the taxable year.

(d) The terms income required to be
distributed currently and any other
amounts properly paid or credited or re-
quired to be distributed also include any
amount used to discharge or satisfy
any person’s legal obligation as that
term is used in §1.662(a)-4.

(e) The terms income required to be
distributed currently and any other
amounts properly paid or credited or re-
quired to be distributed include amounts
paid, or required to be paid, during the
taxable year pursuant to a court order
or decree or under local law, by a dece-
dent’s estate as an allowance or award
for the support of the decedent’s widow
or other dependent for a limited period
during the administration of the es-
tate. The term any other amounts prop-
erly paid or credited or required to be dis-
tributed does not include the value of
any interest in real estate owned by a
decedent, title to which under local law
passes directly from the decedent to
his heirs or devisees.

(f) If property is paid, credited, or re-
quired to be distributed in kind:

(1) No gain or loss is realized by the
trust or estate (or the other bene-
ficiaries) by reason of the distribution,
unless the distribution is in satisfac-
tion of a right to receive a distribution
in a specific dollar amount or in spe-
cific property other than that distrib-
uted.

(2) In determining the amount de-
ductible by the trust or estate and in-
cludible in the gross income of the ben-
eficiary the property distributed in
kind is taken into account at its fair
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market value at the time it was dis-
tributed, credited, or required to be
distributed.

(3) The basis of the property in the
hands of the beneficiary is its fair mar-
ket value at the time it was paid, cred-
ited, or required to be distributed, to
the extent such value is included in the
gross income of the beneficiary. To the
extent that the value of property dis-
tributed in kind is not included in the
gross income of the beneficiary, its
basis in the hands of the beneficiary is
governed by the rules in sections 1014
and 1015 and the regulations there-
under. For this purpose, if the total
value of cash and property distributed,
credited, or required to be distributed
in kind to a beneficiary in any taxable
yvear exceeds the amount includible in
his gross income for that year, the
value of the property other than cash
is normally considered as includible in
his gross income only to the extent
that the amount includible exceeds the
cash paid, credited, or required to be
distributed to the beneficiary in that
year. Further, to the extent that the
value of different items of property
other than cash is includible in the
gross income of a beneficiary in ac-
cordance with the preceding sentence,
a pro rata portion of the total value of
each item of property distributed, cred-
ited, or required to be distributed is
normally considered as includible in
the beneficiary’s gross income.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 7287,
38 FR 26912, Sept. 27, 1973]

§1.661(b)-1 Character of amounts dis-
tributed; in general.

In the absence of specific provisions
in the governing instrument for the al-
location of different classes of income,
or unless local law requires such an al-
location, the amount deductible for
distributions to beneficiaries under
section 661(a) is treated as consisting of
the same proportion of each class of
items entering into the computation of
distributable net income as the total of
each class bears to the total distribut-
able net income. For example, if a
trust has distributable net income of
$20,000, consisting of $10,000 each of tax-
able interest and royalties and distrib-
utes $10,000 to beneficiary A, the deduc-
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tion of $10,000 allowable under section
661(a) is deemed to consist of $5,000
each of taxable interest and royalties,
unless the trust instrument specifi-
cally provides for the distribution or
accumulation of different classes of in-
come or unless local law requires such
an allocation. See also §1.661(c)-1.

§1.661(b)-2 Character of amounts dis-
tributed when charitable contribu-
tions are made.

In the application of the rule stated
in §1.661(b)-1, the items of deduction
which enter into the computation of
distributable net income are allocated
among the items of income which enter
into the computation of distributable
net income in accordance with the
rules set forth in §1.652(b)-3, except
that, in the absence of specific provi-
sions in the governing instrument, or
unless local law requires a different ap-
portionment, amounts paid, perma-
nently set aside, or to be used for the
charitable, etc., purposes specified in
section 642(c) are first ratably appor-
tioned among each class of items of in-
come entering into the computation of
the distributable net income of the es-
tate or trust, in accordance with the
rules set out in paragraph (b) of
§1.643(a)-5.

§1.661(c)-1 Limitation on deduction.

An estate or trust is not allowed a
deduction under section 661(a) for any
amount which is treated under section
661(b) as consisting of any item of dis-
tributable net income which is not in-
cluded in the gross income of the es-
tate or trust. For example, if in 1962, a
trust, which reports on the calendar
year basis, has distributable net in-
come of $20,000, which is deemed to
consist of $10,000 of dividends and
$10,000 of tax-exempt interest, and dis-
tributes $10,000 to beneficiary A, the
deduction allowable under section
661(a) (computed without regard to sec-
tion 661(c)) would amount to $10,000
consisting of $5,000 of dividends and
$5,000 of tax-exempt interest. The de-
duction actually allowable under sec-
tion 661(a) as limited by section 661(c)
is $4,975, since no deduction is allow-
able for the $5,000 of tax-exempt inter-
est and the $25 deemed distributed out
of the $50 of dividends excluded under



